Self-employment is very common among some immigrant groups in Sweden and many of them hire co-nationals in their firms. One reason might be that they want to give newly arrived co-nationals the possibility to earn an income. But what are the consequences for the employees of being employed by a co-national? This paper analyzes the impact on labour income and future employment prospects of being employed by self-employed co-nationals shortly after arrival to Sweden. We find that immigrants in this group have substantially lower incomes than newly arrived immigrants with other forms of employment. We also find that they are less likely to work as employees in the private sector (other than being employed by a self-employed) in the future and are much more likely to become self-employed.
Introduction
Self-employment is common among immigrants in Sweden, in particular among those from Middle Eastern countries, and it is common among self-employed immigrants to hire conationals (Andersson Joona and Wadensjö, 2009) . Explanations are that self-employed immigrants recruit co-workers from their networks, that they employ co-nationals who have recently arrived to Sweden in order to help them get started in the Swedish labour market, and that they employ co-nationals due to that they have specific skills needed in ethnic businesses.
These small firms are often highly segregated with all or a majority of the workers originating from the same country or region.
The number of wage-earners who are employed by co-nationals is highly correlated with the number of self-employed individuals in the group; hence, we can expect that the group will increase if self-employment increases. The government wants to encourage immigrants to become self-employed as a way to decrease unemployment in the group. It is therefore important to learn more about how those who are employees in this type of firms fare on the labour market.
In this paper we analyze the consequences for wage-earning immigrants of having been employed in an immigrant-owned business shortly after their arrival to Sweden. What does it mean for initial and future income? Will it work as a short cut to a better position in the labour market or will it lock immigrants into low income jobs? These questions are analyzed using Swedish panel data for the period [2001] [2002] [2003] [2004] [2005] . The population is restricted to male immigrants who arrived in Sweden after 1993.
The concept 'ethnic economies' is closely related to the topic of this paper (see Light and Gold, 2000 and Zhou, 2009 ). Ethnic economics is defined by co-ethnicity of employers and employees. The workplaces we are interested in fit into this description well: we look at workplaces that are run by self-employed immigrants and who hire employees with the same national background as their own. Advantages of seeking employment in an ethnic economy is that one has easier access to information on job-openings and can apply for the job using one's native language. Hence, we expect that some groups will have a higher probability of getting a job inside the ethnic economy than outside it. The disadvantages in working in the ethnic sector could be poor working conditions and low wages. It may also hamper future employment prospects through low incentives to learn the host-country language.
It has also been argued that immigrant employment in firms owned by co-nationals can work as a stepladder to own business ownership (Raijman and Tienda, 2000) . Even if wages are low, this can be a way of accruing skills needed for running a firm of their own.
Segregation between natives and immigrants at the workplace also relates to the topic of this paper. For Sweden, Åslund and Nordström Skans (2009) measure segregation as overexposure to a particular group after having accounted for the distribution of human capital, industry and geography. They find considerable segregation between natives and immigrants and that the results vary between different ethnic groups. They also analyze the consequences of working in a segregated workplace on wages and find a negative association between segregation at the workplace and wages. They do not claim to have found a causal effect of immigrant overexposure on wages since sorting into firms is not random in terms of immigrant representation. It is possible that, for example, low productive workers are sorted into firms with higher immigrant representation.
Regarding the consequences of workplace segregation, Bayard et al. (1999) and Catanzarite and Aguilera (2002) get similar results for the U.S. and Hou (2009) 
finds that in
Canada immigrant men who work mostly with co-ethnics have lower incomes than workers with few or no co-ethnic co-workers.
A third strand of the literature related to the topic of this paper concerns the consequences of getting a job through different search channels. To be employed by a self-employed co-national often means that one has found the job via informal channels such as family, relatives or friends. If one gets a job in the public or private sector (other than being employed by a self-employed), it is more likely that the job has been found via formal methods such as applying to job openings posted at the public employment office. Earlier research shows that non-western immigrants who received their job through informal contacts receive about 3 per cent lower wages than comparable immigrants who received their job via formal methods (Bethoui, 2008) . Natives who found their job via informal methods on the other hand receive higher wages than comparable natives who found their job by other methods. This is interpreted as that the networks of immigrants are of lower "quality" than those of natives. Immigrants who recommend have weaker positions in the labour market on average than native recommenders. This means that immigrants and natives recommend people to different types of jobs.
A fourth strand of the literature underlines the importance of the ethnic economy. Those working as employees in that sector, employed by a co-ethnic, are getting trained both for other jobs and especially for starting a business of their own. See Bailey and Waldinger (1991) , Zhou (2004) and Fairchild (forthcoming).
In sum, previous research shows that the consequences for immigrants of working in a firm with a high share of co-ethnics or having received the job via informal search channels are negative regarding the wages they receive. We therefore expect to find a negative association between income and being employed by a self-employed co-national. The consequences for future employment prospects are however more uncertain. They may have more difficulties in getting a job other than those in firms owned by co-ethnics but may have learnt how to start a business of their own.
The rest of the paper is organized as follows. In section two, the data and variables are described, in section three we present the results from the income regressions, in section four the results for future employment prospects are presented, and in section five we summarize our results and some conclusions are drawn.
Data and variables
We use annual register data which is administered by Statistics Sweden for the period We define six employment status groups: employed by a self-employed co-national, employed by another self-employed, employed in the public sector, employed in the private sector, not employed at all, and self-employed 1 . In Table A1 There is substantial geographical variation in the share among all employed who are employed by self-employed co-nationals. In Botkyrka, an immigrant dense suburb south of Stockholm, 6.1 per cent were employed by co-nationals in 2005. This is the municipality with the highest share, with the exception of some small municipalities. The average for the entire Stockholm area is 3.2 per cent.
There is also a large variation between immigrant groups. Among employed immigrants who were born in Turkey almost 9 per cent were employed by self-employed co-nationals in 2001, while among immigrants from Bosnia, the largest immigrant group in the sample, only 0.5 per cent belong to this group. We also find that a relatively high share of immigrants from the Middle East is employed by self-employed co-nationals. See Table A3 .
The dependent variable in the income regressions is annual income from labour. This measure includes both earnings and income from self-employment during the year. In Sweden, reported incomes from self-employment are generally lower than earnings so we expect that the self-employed have lower incomes than wage-earners (Andersson and Wadensjö, 2004 ).
As we use annual income, income differentials can be attributed to both differences in remuneration per hour and differences in hours worked during the year.
In all regressions we control for age, education (seven categories), place of residence (county), immigration year, and birth region (34 categories). For those employed we also control for characteristics of the firm: number of employees and industry (11 categories). In addition, we also control for occupation (10 categories). The variables industry, occupation and place of residence are possible to divide into more categories. The regressions have been re-estimated using more detailed classifications, but the main results do not change. We therefore present the results from the regressions containing fewer categories. Some of those employed by self-employed immigrants are relatives or even close family.
We cannot observe such relations in the data, however. Close family members might receive a low income if they are rewarded for their work in other ways, for example through free meals if they work at a restaurant. It is also possible that some employees in these small firms, including employees in small firms owned by non-co-nationals, receive part of their wage as non-taxed income. These factors likely lead to an underestimation of the incomes received by those employed by co-nationals and the estimate of the income differential will be biased upwards.
In table A4 
Incomes for those employed by co-nationals
The sample only includes male immigrants who immigrated to Sweden after 1993. This means that those employed by self-employed co-nationals can be employed by the selfemployed in the sample, but they can also be employed by self-employed co-nationals not included in the sample, e.g. males who immigrated before 1993 or female immigrants. In the income regressions we include the whole sample, not only those employed (wage-earners and self-employed). This approach has some advantages. In the fixed effects regressions the effect of "employment type" on annual income is not only identified through those who change between different employment types but also by those who become employed or unemployed.
In the sample there are many with zero annual income. In the regressions, annual income is expressed either in euros or as log of annual income. When log annual income is the dependent variable, those with zero income are excluded.
The estimates of "employment type" in the pooled cross sectional regressions are likely to be biased since the selection into different forms of employment is not random. There is probably a correlation between some unobservable characteristics and the sorting into being or not being employed and into employment type if employed. The estimates can therefore not be interpreted as measures of the causal effect on annual income. Fixed effects estimations will to some extent take care of this problem. In these estimations the effect is identified through individuals who switch between different types of employment or between not being and being employed.
The pooled cross section regressions show that all types of wage-earners have higher annual incomes than those who are employed by self-employed co-nationals and as we expected, the self-employed have lower annual incomes than all groups of wage-earners. In terms of euros, those employed by co-nationals receive on average 3,355 less than those employed by other self-employed and 6,680 less than wage-earners in the private sector.
The estimates from the fixed-effects regressions are smaller in magnitude than the corresponding estimates in the pooled cross section regressions. This means that a part of the earlier estimated differences is explained by differences in unobservable characteristics between the groups.
The regressions have also been estimated for only those with positive income. The sample size is substantially reduced. In the fixed-effects regression, the effect is now identified by those who change employment status, while those who change between not having received any income and some form of employment, are excluded. The estimates in the fixed-effects regressions are all smaller than the OLS-estimates. The income advantage for those employed by other self-employed is reduced from 19 to 14 per cent and for those in the private sector from 29 per cent to 18 per cent. The income disadvantage for the self-employed is reduced from 26 per cent to 17 per cent.
That the estimates in the fixed-effects models are lower than the corresponding estimate in the OLS regression leads us to believe that there is a negative correlation between the unobserved heterogeneity and income. Sources of this negative correlation might for example be that Swedish language proficiency is lower among those employed by co-nationals. The assumption of the fixed-effects model is that the unobserved heterogeneity is constant for each individual over time. This might not be true for proficiency in Swedish since immigrants gradually learn Swedish and some learn it faster than others. If those who are employed by co-nationals on average improve their language skills slower than other wage-earners then the estimates of the effect of employment type on income in the fixed-effects models will be biased upwards. Keeping this limitation of the fixed-effects models in mind, we still conclude that being employed by a co-national shortly after arrival to Sweden will lead to lower incomes than other forms of employment. This holds true even when we control for job characteristics; the size of the workplace, industry and occupation.
These results support the previous finding that working in an ethnic economy in general leads to worse economic outcomes than working in other parts of the labour market (Åslund and Nordström Skans, 2009 , Bayard et al., 1999 and Hung, 2009 ).
Non-western immigrants are highly over-represented in the restaurant industry, about 36 per cent of those employed by co-nationals work in this sector. It is possible that employment conditions in these industries determine the results. To investigate this, the pooled crosssectional models presented in the first columns of Table 1 and 2 are re-estimated excluding restaurants. A relatively large income disadvantage of being employed by a co-national compared to other forms of employment is still found. The results are presented in Tables A5   and A6. [ In Table 3 Table   4 . We see, for example, that of those who in 2005 are employed by co-nationals, almost 50 per cent were out of work in 2001. This shows that the self-employed mainly recruit coworkers from the "non-employed". It supports our hypothesis that self-employed immigrants recruit newly arrived co-nationals to help them to get a job and earn an income. It might also be the case that the these firms offer very low wages and newly arrived immigrants are the only ones that are willing to accept these types of jobs at the offered wage.
The transition rate out of employment in a firm owned by a co-national is fairly high.
This finding shows that such a job can serve as a stepping-stone. That does, however, not mean that this alternative is better than other available options for newly arrived immigrant.
[ Table 3 about here]
Up to now we have not considered that there might be differences in the distribution of individual characteristics or across industry between people with different employment types.
To ascertain if the pattern is robust we estimate a number of regressions. First we estimate the Table 5 , column one. We find that the probability is 18 percentage points lower that the non-employed are employed in 2005 compared to our reference category. Even when we exclude self-employment from the definition of being employed (column two) we find that the probability to be employed is 6 percentage points lower for the non-employed.
The most relevant comparison is between our reference group and those who are employed by self-employed who are not co-nationals but are employed in firms in the same industry and in firms of the same size. The probability of being employed is 4 percentage points higher for those employed by other self-employed than co-nationals. This difference increases to 14 percentage points when only those becoming wage-earners are considered. On the other hand, when the outcome is self-employment in 2005 (column 3) we find that our reference group has a 10 percentage point higher probability of being self-employed than wage-earners who are employed by self-employed other than co-nationals.
Lastly, we look at the probability of being employed in the private sector in 2005 (column 4). The private sector is used as a "successful" outcome in 2005 since wage-earners in this sector have the highest annual incomes and this is the largest employment group on the Swedish labour markets (see Table A2 ). Here we find a small difference of 3.2 percentage points between our reference group and those who are employed by other self-employed.
The conclusion drawn from this section is that transitions into self-employment are more frequent among those who have been employed by co-nationals than in any other group, even after controlling for industry and occupation in 2001. This is in accordance with studies on the U.S., see Bailey and Waldinger (1991) and Zhou (2004) for references to different studies.
In a study comparing the pathways to entrepreneurship for different ethnic groups, Raijman and Tienda (2000) find that all non-Hispanic whites and Koreans in the sample reported that their previous employer had the same ethnicity. The co-ethnic share was also high for the Hispanic self-employed in the study. Table 7 show that they stay in the same line of business more often than other wage-earners.
The results on the transitions probabilities, and in particular transitions into selfemployment, cannot be given a causal interpretation. It is possible that many of those who are employed by co-nationals in 2001 had entrepreneurial aspirations already from the start and they see this employment spell as a way of learning the trade.
[ Table 4 about here]
Summary and Conclusion
Self-employment is very high among some immigrant groups in Sweden and it is quite common among the self-employed immigrants to hire co-nationals. One reason might be that they want to offer newly arrived co-nationals the possibility to earn an income.
In this paper we study the consequences for the employees of being employed by selfemployed co-nationals by looking at their annual incomes and future employment prospects. Is it a cul-de-sac or a short cut to the regular labour market?
We find that immigrants who are employed by self-employed co-nationals have lower incomes than newly arrived immigrants who work in the private sector but also lower than those who work in the public sector or are employed by self-employed who are not co-nationals. This result is supported in the fixed effects regression analysis.
This suggests that the result is not only a question of selection into this form of employment.
We also find that having been employed by a self-employed co-national shortly after arrival to Sweden increases the probability of being self-employed some years later compared to other forms of employment. Being employed by a co-national may be a training ground for self-employment. We cannot, however, rule out that those who are employed by co-nationals are more likely to have had entrepreneurial aspirations already when choosing this employment form. Hence, the high transition into self-employment among this group may not be a result of that they have worked in firms owned by co-nationals but rather by selection.
The size of the group of employees employed by co-nationals is highly correlated with the number of self-employed individuals in the group. The group grows if selfemployment becomes more common. The government wants to encourage immigrants to become self-employed in order to increase employment rates in this group. This is one reason for why it is important to learn more about how the employees of selfemployed co-national fare on the labour market.
In the data, there are some indications of that it is more common to be employed by a self-employed co-national in immigrant dense areas. This is to be expected since we can assume that many of these employees get their job via informal search channels.
There is a large academic literature and an ongoing debate in Sweden about residential segregation and the consequences thereof. The results presented in this paper are also relevant for the discussion of the consequences of segregation. Newly arrived immigrants who live in areas with a low share of co-nationals may have a better chance of getting employed by a self-employed person who is not a co-national, or in a larger private firm, and we have found evidence of that these groups of employees fare better on the labour market than comparable immigrants who are employed by co-nationals.
They may on the other hand less often be employed by a self-employed co-national and as a result of that less often become self-employed later on.
Previous research has found that it is not unusual for immigrants to use an employment spell in a firm owned by a co-national, even at low wages, as a stepladder to own business ownership. In this paper, we find that transitions to self-employment is higher among this group of employees than for any other group on the labour market and also higher compared to the non-employed. This is a novel finding in the Swedish context. Tables   Table 1 Income from paid employment Notes: All models include controls for: are, age squared, education, number of employees in the firm, year of immigration, birth region, place of residence in Sweden, industry and occupation. The OLS regression also includes years dummies. Robust standard errors in parentheses.*/** significant at 5/1 per cent level. The Stockholm University Linnaeus Center for Integration Studies (SULCIS)
